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At four rounds per day, this 30% drop would occur in just the first two
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Bid Decrements and Proxy Bidding
Peter Cramton, University of Maryland, 26 June 2015

Outcome discovery requires the auction to occur at a gradual pace

One thing is clear: it will make sense for the FCC to maintain a steady and gradual pace in the reverse
auction. A one percentage point price reduction from the opening price is desirable each round. This
will give bidders time to make critical decisions and will enable bidders to plan on when these critical
decisions will need to be made. Further there is no possibility that the auction can continue too long.
The auction is sure to end within one hundred rounds, as prices reach zero at round 100. A small
decrement is especially important in the event that the FCC decides not to use intra round bidding.
Otherwise, an unnecessary inefficiency appears that is directly related to the size of the decrement.
The 1 percent decrement would increase the length of the auction by at most two weeks—a trivial
amount of time given the stakes involved.

Proxy bidding and small decrements are complementary

The need for outcome discovery will surely vary by bidder. Small bidders with especially simple
decision problems may not value outcome discovery. Nationwide bidders with complex portfolio,
budget, and other aggregate constraints may have a great need for outcome discovery. A small
decrement of 1 percent of the opening price together with proxy bidding offers the best of both
worlds. Proxy bidding reduces bidder participation costs for those with simple decision problems, and
the 1 percent decrement provides ample outcome discovery for the large bidder. There is no
downside to this approach. Proxy bidding is a well recognized feature of a state of the art clock
auction implementation.

As an example, consider a single station broadcaster. Suppose the broadcaster has a firm exit price of
$250. The broadcaster does not care about outcome discovery. The FCC clock starts at $1000 and the
clock ticks down $10 per round.

With proxy bidding the bidder can submit an exit bid of $250 in round 1, and then never log into the
system again. This is much easier than entering the bid "I'm in." in each of the first 75 rounds.

However, should the bidder change its mind and decide it wants to exit at $300, the bidder can do so
in any round until the clock price falls below $300.

Large bidders would care a great deal about outcome discovery and therefore likely would not want
to take advantage of proxy bidding. However, its presence does not harm the large bidder in any way.

A small and fixed decrement provides the needed outcome discovery without any possibility of an
excessively long auction. And proxy bidding assures that a small bidder with a simple decision
problem can participate in the auction in a simple way.

In the worst case, the auction may last more than one month. But this is completely appropriate for a
once in a lifetime event that will determine the market structure both in broadcasting and in mobile
broadband for decades to come.


